Sent with the Compliments of the First National Gro f Banks in Minneapolis 
Corvuacedunt of The National City Bank of ew York 


= Ss 4 
SESE LR ) 
4 mw SIA 4 


AGES 


General Business Conditions 





HE month of November has seen 
business continuing to contend with 
the force of world-wide depression. 
Despite the long duration of the de- 
pression, new complications have not 
ceased to arise to confuse the outlook and 
involve new groups in the area of readjustment. 

We have to remember in times like these 
that the influences of depression are cumula- 
tive and that it is the usual thing for the out- 
look to appear more and more unpromising 
in proportion as the depression nears its end. 
At the first onset comparatively few lines are 
affected. Gradually as production falls off and 
purchasing power is curtailed, other lines are 
involved. These lines affect other lines, and so 
the disturbance spreads. As production lessens, 
profits are diminished, causing a decline in 
security values which not only inflicts finan- 
cial loss upon a great many people, but unset- 
tles confidence, which in turn hurts business 
further and contributes to still greater security 
declines. Moreover, with a declining con- 
sumptive demand, commodity prices come 
under pressure, thus introducing additional and 
still more serious complications. Since prices 
never fall equally, business is checked because 
of the inability of the different groups of pro- 
ducers and consumers to trade freely with each 
other. And as the price decline continues, the 
circle of disturbance grows constantly wider, 
involving in varying degrees wages, rents, land 
values, and finally the credit structure itself 
which rests in the last analysis upon the basis 
of values. 

In short, the processes of deflation operate 
in a vicious circle, each unfavorable develop- 
ment bringing in its train a series of other un- 
favorable developments, each of which in its 
turn constitutes a potential source of further 
difficulty. But obviously this sort of thing 
has to come to an end sometime, and by the 
very nature of the circumstances the turn 
is likely to come at the time when to most 
people the outlook appears the blackest. Just as 
the basis of every depression is laid in the pre- 
ceding period of prosperity, sb the basis of 
every prosperity is laid in the preceding period 
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of depression. It is at such times that we cor- 
rect the mistakes and remedy the abuses of 
over-expansion. Costs of doing business are 
reduced. Surplus stocks are gradually absorbed 
and shortages begin to appear. Old debts are 
paid and funds for new enterprise commence to 
accumulate. Gradually the weak spots are 
eliminated, stabilization develops, and confi- 
dence is restored. 

At precisely what point this hoped for 
stabilization will take place can never be fore- 
told with certainty. Probably, however, busi- 
ness will fail at first to recognize the turn for 
the better, when it does come, in the same man- 
ner that it failed to correctly appraise the 
downturn that began in the Summer of 1929. 
In the beginning, the corrective factors work 
beneath the surface, and are often obscured 
by the more spectacular happenings that 
usually mark the culminating phase of either 
a bull or a bear market. 

Hence, in forming judgment of the future 
it is necessary to make allowance for this 
human tendency to project the present situa- 
tion forward in a straight line. Of course, 
the fact that a feeling of pessimism prevails 
in many quarters is not in itself a sure indica- 
tion that the bottom has been reached, but it 
may be worth remembering that such is like- 
ly to be one of the characteristics of the 
bottom when it is reached. At this stage of 
every depression we have to recognize that 
the visibility is bound to be low, and draw 
inspiration from a common sense realization 
of the underlying resources and strong re- 
cuperative powers of the country, as demon- 
strated over and over again in the past, rather 
than from any tangible signs of improvement. 
Business has now been declining more than 
fifteen months, and as closely as can be meas- 
ured has reached a level some 35 per cent be- 
low the peak. This equals the severity of any 
previous decline of the past fifty years, and, 
while not conclusive proof, surely warrants an 
assumption that the decline is nearing its end. 

That recovery, when it does set in, will be a 
gradual rather than a rapid process is quite 
generally agreed. Besides the usual process of 
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absorbing excess stocks and over-expanded 
productive capacity in many different lines, 
business must make headway against the 
handicaps imposed by such unnatural obstacles 
to trade as proceed from the present world- 
wide move to heighten tariff barriers and the 
necessity of making huge uneconomic pay- 
ments on international debts. To what extent 
these factors will prove a retarding influence 
on world trade and trade of this country no 
one can say precisely. Moreover, until the 
vast populations of India and China can return 
to something like their normal consumption 
business everywhere seems bound to feel the 
drag. Yet he would be a pessimist indeed who 
would assert that the world must remain in 
the pit of depression pending a solution of all 
these problems. The question, as we see it, 
is not as to whether recovery will or will not 
take place, but rather as to how fast and how 
far it will go. It should not be forgotten that 
it is typical of periods of business depression 
for the obstacles to loom up most formidably, 
and that we never see the impelling forces 
from which revival springs until afterwards. 


The Banking Situation 

An epidemic of bank failures in the South 
and Middle West, and a further break in wheat 
prices, have been new adverse factors with 
which business has had to contend during the 
past month. So far as the bank failures are 
concerned, the developments have come as no 
great surprise, since it has been well known 
that many banks had gotten into an unliquid 
condition, partly as a result of the decline in 
security values but more particularly owing 
to the fading out of real estate booms through- 
out the country. While in a few cases banks 
of some prominence in their localities have 
been involved, the suspensions in most in- 
stances have been of small banks in rural 
sections doing business on a limited capital. 
Everyone realizes now that the banking busi- 
ness was greatly overdone in some parts of 
the country during and just after the war, and 
that more banks were started in many small 
communities than could be supported in normal 
times. During the depression of 1921 many 
of these banks went to the wall, while others 
continued to struggle under a carryover of 
frozen assets. Moreover, the last few years 
have seen many changes in the small towns 
not all of which have been favorable to the 
local banker. Development of good roads 
and wider use of the automobile, encouraging 
shopping in the larger centers, together with 
the growth of chain stores, have given him 
many problems to meet. 

That an outcropping of bank failures should 
follow a collapse of values such as this coun- 
try has just endured is inevitable, particularly 
under the present system of unit banking 


which fails to provide adequate diversity of 
banking assets. As a consequence, banks in 
time of stress sometimes find themselves 
already so involved in the local difficulties that 
they not only are unable to be the bulwark 
of strength they should be, but even become a 
factor of additional weakness in the situation. 
For those communities which have been so un- 
fortunate as to suffer bank failures there is no 
question but that the effects are depressing in 
the extreme, but for the country as a whole it 
would be easy to magnify the significance of 
these losses. With the volume of member 
bank indebtedness to the Reserve banks at 
negligible levels, with member bank holdings 
of paper eligible for rediscount or pledge at the 
Reserve banks amounting to in excess of $7,- 
000,000,000, and with Federal reserve lending 
capacity practically untouched, the banking 
system as a whole stands in an exceedingly 
strong position, and there need be no fear as 
to its ability to continue to provide the credit 
necessary for business to carry on. There has 
been, and will be, no general breakdown of 
credit such as used to occur in times of stress 
before the Federal Reserve System. 


Foreign Conditions 

In South America the various new govern- 
ments have been strengthening their posi- 
tion and winning confidence abroad as the 
true character of the movements which 
brought them into power is more generally 
understood. It is becoming more widely 
recognized that these upheavals are not 
revolutions in the ordinary sense of the term, 
but sincerely patriotic movements having the 
support of substantial elements in the popula- 
tion, which, owing to partisan control of 
elections have been unable to obtain represen- 
tation in the government by other means. The 
new governments are setting to work in a 
statesmanlike and determined manner to 
remedy the serious economic conditions in 
which these countries find themselves. Bur- 
dened as these countries are by foreign debt 
and suffering from depression in the markets 
for their principal products, rehabilitation ad- 
mittedly will prove a formidable task, and one 
requiring, in the beginning at least, additional 
foreign credits to tide over the readjustment 
period pending the accomplishment of neces- 
sary reforms at home and restoration of for- 
eign markets. It is true that the conditions 
existing in our bond market do not at the 
moment favor foreign financing, but with the 
plethora of short-term funds existing in our 
money market it should be possible to arrange 
short credits sufficient to cover most pressing 
needs. In this connection, we would recall to 
our readers the $50,000,000 issue of one-year 
Argentine Treasury notes sold in this market 
in September. 
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The excitement in Germany resulting from 
the election has calmed down, and the fact 
that the Parliament has been adjourned 
since the end of October has been helpful 
in this respect. On November 20, Foreign 
Minister Curtius reaffirmed Germany’s de- 
termination to set her financial affairs in 
order, but warned that Germany might be 
compelled to invoke that section of the Young 
Plan which provides that the German Govern- 
ment has the right on ninety days’ notice to 
suspend the transfer of that portion of the 
annual reparations payments known as the 
“postponable annuities.” Doubtless the per- 
sistent pressure on outstanding external Ger- 
man loans has its origin in this “moratorium” 
discussion, in which case the selling must be 
considered ill-advised, and apparently based 
upon a misunderstanding arising from loose 
use of the word “moratorium.” It is true that 
from the standpoint of the Allied creditors, the 
exercise of the right to postpone transfer of 
the postponable portion of the annuity is 
analogous to a “moratorium” as far as they 
are concerned, although Germany continues 
to pay the equivalent in Reichsmarks into the 
Reichsbank for account of the Bank for In- 
ternational Settlements, acting as trustee for 
the Allied creditors. But it is important to 
note that the exercise of this “moratorium” 
provision (if it may be so called) of the Young 
Plan does not in any way affect the payment 
or transfer of the non-postponable portion of 
the annuities (out of which the interest and 
pene of the Dawes Loan and the Young 

an are to be paid); and of course in no 
way permits or justifies any delay in the pay- 
ment of other German public or private obli- 
gations. This latter is, of course, the com- 
mon and popular conception of a “morator- 
ium,” hence it is unfortunate that the word 
has been used to characterize the exercise of 
an international treaty right granted under 
the Young Plan by Germany’s governmental 
creditors as to certain specified payments. 

The fact, however, that foreign reports 
have lacked the sensationalism of a month 
ago, when news of revolutions and threats of 
revolution filled the columns of the press, does 
not mean that the situation abroad has been 
entirely tranquil. Unfortunately, the effects 
of economic and financial pressure are con- 
tinuing in evidence. In Great Britain, contro- 
versy over the new coal mines law which 
went into effect December 1 has precipitated 
a new crisis in the British coal industry. As 
we go to press, 92,000 miners in the Scottish 
coal fields have gone on strike, and apparently 
only the urgent intervention of the Govern- 
ment, asking that temporary accords be put 
into effect, has averted a more general stop- 
page. While it is hoped that arrangements 
can be made to preserve peace in the indus- 


try for the time being, serious problems aris- 
ing under the new mining Act remain for 
solution. In France, the Paris market has 
suffered some minor banking difficulties, while 
disorderly public demonstrations of both po- 
litical and economic origin have taken place in 
various parts of Europe. 

In the Far East, the overshadowing ques- 
tion continues to be the future of India, now 
being debated in the momentous Congress as- 
sembled in London. Pending the outcome of 
this Congress, all parties in India are tending 
to mark time. From China lately has come 
the most encouraging news. Of the four 
principal war lords who have divided author- 
ity in that country—yYen Hsi-shan, Feng 
Yu-hsiang, Chang Hsueh-liang, and Chiang 
Kai-shek, head of the Provisional Govern- 
ment at Nanking,—the first two apparently 
have been eliminated for the time being. In 
a conference during the past month, Chiang 
Kai-shek and Chang Hsueh-liang, who con- 
trols Manchuria, have agreed to a division of 
authority, and to cooperate in the interest of 
establishing peace and order in China. Thus, 
while those familiar with the recent history 
of China are likely to view these events with 
some reservation, prospects for peace and re- 
vival of trade possibilities are the best since 
the armistice early in 1929. 


Current Industry and Trade 


Reports on current industry and trade con- 
tinue irregular and lacking in definite trend. 
So far as manufacturing activities are con- 
cerned, this is not surprising at this time of 
year when production normally slows down 
and retail trade occupies the center of the 
stage. Progress of holiday buying will be 
watched this year with unusual interest, both 
as providing a cue to public buying power 
and determining to a large extent the retail 
inventory situation as business goes into the 
new year. For the month of October and 
first half of November, retail trade, as re- 
flected by department store sales, made some- 
what better than the usual seasonal increase, 
according to the Federal Reserve Board. 
Against this evidence, however, must be set 
the fact that the increase of currency in cir- 
culation, also considered somewhat indicative 
of retail buying, has thus far fallen short of 
seasonal expectations. During December the 
distribution of $632,000,000 Christmas Club 
funds throughout the country should be a 
helpful factor. 

Current statistics on factory output and 
wholesale distribution of goods are generally 
unfavorable, as everyone has known they 
would be. For the month of October, indus- 
trial consumption of electrical power, as. re- 
ported by The Electrical World, was off 23 
per cent from that of October a year ago, 
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railway carloadings were off 19 per cent, fac- 
tory employment and payrolls 20 and 29 per 
cent respectively, building contracts 24 per 
cent, steel production 40, and automobile out- 
put 60 per cent. 

During November there was a further 
shrinkage in steel mill operations from 47 to 
40 per cent of capacity, average daily building 
contract awards for the first three weeks of 
the month continued 23 per cent under the 
daily average of November last year, copper 
producers cut their output still further in ac- 
cordance with their new curtailment program, 
and one of the largest producers of lead an- 
nounced a reduction of 25 per cent in opera- 
tions in the effort to hold down excess stocks. 

As against these indications of continued 
low or declining volume may be enumerated 
various signs of better business that ought 
not be overlooked. In the November 1 issue 
of this Bank Letter we dwelt at length upon 
the improvement that had taken place in the 
textile industry. Within the past few weeks 
the market for cotton goods has shown some 
seasonal reduction in activity as compared 
with conditions in September and October, 
due largely, however, to seasonal causes. Dur- 
ing October mill consumption of cotton, while 
still 30 per cent under that of October, 1929, 
was substantially larger than that of August 
or September, notwithstanding which the 
ratio of unfilled orders for goods to stocks on 
hand reported by the mills was the most fa- 
vorable at the end of October of any time in 
thirteen months. In the silk industry the 
pick-up has been even more pronounced, the 
deliveries of raw silk to mills during October 
reaching the largest total for any month on 
record. 

Evidence that the newly established air- 
plane industry is steadily forging ahead de- 
spite its troubles of over-development appears 
in figures published during the past month 
showing more passengers carried on scheduled 
transport lines during the first six months of 
this year than in all of 1929. 


Outstanding, however, among the con- 
structive developments of the month were 
the stepping up of activities in the automobile 
industry as some manufacturers commenced 
production earlier than usual on their new 
models for next year, the firmer stand taken 
by leading steel producers regarding finished 
steel prices, and evidences of some revival in 
railway equipment buying. 

While it is true that steel mill operations are 
still declining, with accompanying weakness 
in prices of pig iron and steel scrap, improve- 
ment after the first of the year is confidently 
expected. Despite the low level of building 
construction, awards for structural steel are 
continuing in fair volume, and this, together 


with prospective railway purchases and sea- 
sonal expansion in the automobile industry, is 
counted on to provide basis for an upturn. 

Indications of increased purchases of equip- 
ment by the railroads are particularly welcome 
at this time when the outlook for large scale 
consumption of raw materials in other lines is 
so uncertain. During the past two weeks two 
important railroads, the New York Central 
and the St. Paul, have put out inquiries for 
fifty and fifty-seven locomotives respectively, 
involving expenditures for each road of ap- 
proximately $5,000,000, in addition to which 
equipment makers report that considerable 
freight car business is beginning to appear in 
the offing. Such business, if it materializes, 
would indicate that the railroads are taking 
the long view ahead and availing themselves 
of the present low prices to modernize and 
expand their equipment in anticipation of fu- 
ture business. That opportunity exists for 
much to be done along this line, particularly as 
regards locomotives, is suggested in another 
section of this Review under the heading of 
The Railroads and Motive Power. 


Agricultural Products 


Agricultural products have generally had 
another dip in the last month, although the de- 
clines signify the loss of a part of previous 
recoveries, rather than the making of new low 
records. Wheat, corn, rye, hogs, lambs, but- 
ter, cotton and wool have declined, most of 
them sharply, but steers have shown strength. 
The world situation is chargeable with the 
weakness in wheat and this grain no doubt 
exerted an influence upon the others. The gen- 
eral state of pessimism about values and trade 
prospects was another influence. Wool is in- 
fluenced by the fact that another clip is com- 
ing on the market from the southern hemi- 
sphere, and owing to the prevailing financial 
stringency in those countries rapid marketing 
is anticipated. Butter prices are affected by 
low prices in London, and particularly for New 
Zealand butter. Production in New Zealand 
is heavy and an increase of import duties by 
the sister Dominion, Canada, has forced more 
of the product upon the London market. Fine 
New Zealand butter has been selling in London 
at about 27 to 28 cents per pound. 

However, the price of butter has not suf- 
fered as much as grain prices. On October 15, 
the index number of the farm price of dairy 
products at 125 was 36 per cent greater than 
the index number of the farm price of grain. 
A year ago the index of farm prices of dairy 
products was only 10 per cent greater than 
the index number of the price of grain and 
for the 5 years 1925-1929 the October index 
of farm prices of dairy production has aver- 
aged only 12 per cent greater than the farm 
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price of grain. Moreover, the dairy industry 
is having the benefit of low feed prices. 


General Price Level Lower 


Due partly to the decline in agricultural 
prices, and also to declines in scrap steel, and 
petroleum, and a reaction in sugar and coffee 
following the recent recovery, the general 
level of commodity prices, as represented by 
Prof. Irving Fisher’s weekly index, declined 
further during November, and on the 23rd of 
the month stood at 80.8, the lowest for recent 
years. Accompanying is a diagram showing 
the course of this index over the past three 
years, average prices during 1926 being taken 
as a base of 100 per cent. 
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Thus, hopes that the commodity price drop 
had come to an end have not yet been realized. 
Nevertheless, some encouragement may be de- 
rived from the fact that the rate of decline in 
the general index has been much less rapid 
during recent months, which suggests that the 
bottom may be near. That many astute buyers 
believe this to be the case with various indi- 
vidual commodities is indicated by the more 
frequent reports of sizeable contracts placed 
for raw materials at the current prices. Of the 
more important commodities, only rubber 
showed any decided recovery, but silk, cotton, 
lead, tin, and silver have held above previous 
lows. Of significance also was the action 
taken by the leading steel companies to abolish 
price cutting and maintain the market for 
finished steel on a firmer basis. A conference 
of American, Canadian and Belgian (Congo) 
copper producers has resulted in an agreement 
on the part of the Canadian and Belgian com- 
panies to fall in line with the policy of reduced 
production which the American producers 
have been following throughout this year. The 
latter are making a further reduction, with the 
effect in the aggregate of bringing monthly 
production down by about 23,000 tons per 
month, which is calculated to prevent further 
accumulations of stock. Producers advanced 
prices from 9% cents to 12 cents per pound, 
but customs smelters are quoting 11 cents. 


The Decline in Wheat Prices 


The wheat situation has been critical indeed. 
With prices in foreign markets falling to rec- 
ord low levels, the Federal Farm Board un- 
dertook to support the price in the United 
States, and largely as a result of the Board’s 
heavy purchases the price of wheat at Chicago 
was prevented from falling below 73 cents for 
December delivery. In the meantime, the Win- 
nipeg price has dropped abruptly, reaching at 
one time a low of 54% cents, or 18% cents 
under tne Chicago price. At the present time, 
the spread is still 13% cents per bushel in favor 
of Chicago, and Chicago is 4 cents above Liver- 
pool, whereas Liverpool is normally above 
Chicago by about transportation costs. 

As to what the chances are of the Farm 
Board being able to hold wheat at or above 
73 cents Chicago, the situation can be con- 
sidered from two angles—domestic and world 
statistical position. Taking first the domestic 
position, we find new crop supplies this year 
of 840,000,000 bushels, which, together with 
275,000,000 bushels carry-over, gives total 
supplies of 1,115,000,000 bushels. Subtracting 
620,000,000 bushels for domestic milling and 
seed requirements leaves for exports, animal 
feed and carry-over 495,000,000 bushels. Net 
exports, including flour, to November 1 totaled 
66,000,000 bushels, and assuming we do not 
export another bushel of wheat during the 
crop year this would leave 429,000,000 bushels 
for animal feed and carry-over. Of this, how- 
ever, the Farm Board is understood to hold 
approximately 110,000,000 bushels, leaving a 
free balance of only 319,000,000 bushels to pro- 
vide for carry-over and feeding requirements. 
Owing to the short corn crop, the latter are 
estimated all the way from 100,000,000 to 
160,000,000 bushels. 

The carry-over last July was 275,000,000 
bushels, hence it appears that accepting the 
lowest estimate for feeding consumption the 
carry-over July 1, 1931, outside of Farm 
Board holdings will be considerably reduced 
from last July’s figures. The domestic market 
apparently is in the hands of the Federal Farm 
Board, for with an import duty of 42 cents 
per bushel against foreign wheat the Board 
undoubtedly has resources sufficient to dom- 
inate the situation until another crop is 
harvested. 

Exports, of course, cannot be expected while 
the United States markets are the highest in 
the world, and it remains to be seen whether 
private dealers will want to carry any of these 
holdings into the next crop year. There 
would seem to be a fair chance that the Farm 
Board may be obliged to increase its holdings. 
It also remains to be seen how the Board will 
ultimately dispose of its holdings if the farm- 
ers of the United States continue to produce a’ 
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surplus above domestic consumption, as they 
always have in the past, and what the govern- 
mental policy will be at the end of the present 
crop year. 

The world situation is set forth in the follow- 
ing table: 

World Statistical Position of Wheat 
(In Millions of Bushels) 
































Crops 1928-29 1929-30 1930-31 
United States ......cccccsssrrssssece 915 807 840 
Canada 567 294 396 
Argentina 350 160 250 
Australia 160 126 215 

Chief exporting countries 1,992 1,387 1,701 

TRRDOTUM,  FRUGIGBR cccccccssececicescsice 8 6 90 

Surplus in Danubian countries 35 56 40 
Total 2,035 1,449 1,831 

Carryover 
United States 2... .....cccccssscess 128 247 275 
Canada 114 125 136 
Argentina 78 125 40 
Australia 38 33 45 
Total 358 530 496 

Total Supply 2,393 1,979 2,327 

Net Imports of 20 European 
Countries 632 501 580-650 

Price in Novembe?P..........0s000 $1.10 $1.30 $ .75 


Chief bearish influences this Fall have been 
the unexpectedly large shipments from Russia, 
generally estimated to reach 90,000,000 bushels 
before the season closes, and the prospects for 
bumper crops in the southern hemisphere 
where Australia is expected to produce a rec- 
ord crop of 215,000,000 bushels and Argentina 
a crop of 200,000,000 to 250,000,000, depending 
partly on the extent of the rust damage re- 
cently reported. All in all, total new crop 
supplies, plus carry-overs in the principal ex- 
porting countries are reckoned at 2,327,000,- 
000 bushels, up something over 350,000,000 
bushels over last year and only 70,000,000 
bushels short of the record world production 
two years ago. 

Against these increased supplies in export- 
ing countries, this year’s crops of wheat and 
grains in the principal importing countries 
are reduced; nevertheless, net import require- 
ments of 20 European countries have been 
estimated by the U. S. Department of Agricul- 
ture at only 80,000,000 to 150,000,000 bushels in 
excess of last year. This apparent discrepancy 
between importing needs and export supplies 
is only partly offset by the 110,000,000 bushels 
in the United States controlled by the Farm 
Board. 

The Russian crop undoubtedly is the largest 
since the war, and estimates of the exportable 
surplus run above 100,000,000 bushels, but it 
is probable that a portion of this will be held 
back until something is known of the pros- 
pects for the next crop in the Spring. It is 
evident, however, that the Soviet government 
is making great efforts to regain the position 
which Russia held in the world wheat markets 
before the war. Chairman Legge, of the 


Federal Farm Board, frankly expresses the 
opinion that Russia will do this, and that there 
is little to hope for from world prices. His 
emphatic opinion is that the United States 
should abandon the production of wheat for 
export. 


Position of the Canadian Wheat Pool 

While increasingly favorable crop prospects 
in the southern hemisphere were apparently 
the primary cause of the November break, a 
factor in accentuating the panic were fears 
that if the decline continued the Canadian 
wheat pool would be forced to let go a large 
portion of its holdings. It will be recalled 
that about a year ago when wheat was sell- 
ing around $1.30, the pool paid an instalment 
of $1.00 per bushel to members on their de- 
liveries to it of the 1929 crop. At that time, 
however, it was believed that wheat prices 
were due to go higher, so the pool followed 
a holding policy. But prices, instead of ad- 
vancing, steadily declined, with the result that 
at the end of the crop year the pool was esti- 
mated to be holding approximately 44,000,000 
bushels of unsold wheat, with a steadily 
shrinking market. By October, the continu- 
ously falling prices had begun to threaten the 
margin of security of the pool’s bank loans, 
and to save the pool the governments of the 
three Prairie Provinces agreed to guarantee 
these loans. 

As the 1930 crop came along the low prices 
already prevailing during the early part of 
the season made bank loans on the basis of 
the current values seem safe enough at the 
time, but with the latest collapse in the 
market margins once again appeared to be 
in danger. Hence the panicky feeling, with 
appeals once more for governmental aid. 
Happily, however, while relief measures were 
being debated, the market rallied from forces 
within itself and the danger was averted for 
the time being at least. 

The Consolidated Wheat Pool has recently 
issued its annual statement for the year ended 
August 31, 1930. It shows bank loans on that 
date of $52,525,701 and assets of $61,299,485. 
The two crop years 1928-29 and 1929-30 re- 
sulted in a loss of $9,057,658 on wheat and $3,- 
014,117 on coarse grains. The report does not 
cover operations on this year’s crop. All the 
$52,525,701 bank advance is underwritten by 
the three Prairie Provinces, but there is no 
such guarantee on new crop grain which has 
been marketed since August 31. 

A new general manager of the Central Sell- 
ing Agency has been appointed, J. I. McFar- 
land, experienced in the grain trade. Mr. 
McFarland issued a public statement in which 
he says, in part: 

I have offered my services without any salary be- 


cause I feel that it is a national emergency, especially 
as it affects the West and the western farmer. When 
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I think of the pool I do not think of officers and ma- 
chinery. I think of the farmer, be he pool or non- 
pool, because any adverse condition that affects the 
pool farmer affects in an equal measure the non-pool 
farmer. In my services I feel that I am offering them 
to the farmers as a whole. 

The price of wheat just now is well below the cost 
of production, which is going to use up the surplus 
more rapidly than most people might expect. When 
an article is cheap it is not only used but it is also 
wasted. I do not make any predictions as to the turn 
of the markets but I am confident that wheat is too 
cheap and that those who follow wheat investments 
should have friendly sentiment toward the support of 
the market at the present time. 

Looking over the world situation we find the acre- 
age given to wheat has been so increased while Russia 
has been dormant that it now becomes an absolute 
necessity for farmers in all exporting countries, in- 
cluding Canada, to reduce their acreage. The farmer 
must help himself, and to accomplish this he must 
reduce acreage. 


Money and Banking 





The money market during the past month 
has continued to reflect a surplus of short-term 
funds and there has been no change in the un- 
usually low level of interest rates that has 
prevailed since the mid-year. The official re- 
newal rate for call money on the floor of the 
stock exchange has been kept at 2 per cent but 
offerings of funds on the outside are reported 
at 1%4 and even 1 per cent. Time money is 
available at 2 @ 2% per cent for periods up to 
ninety days, and at 24% @ 2% up to six months’ 
maturities. Prime short term bankers accept- 
ances continue to be quoted on the basis of 2 
per cent bid, 1% asked, and the latest offering 
of United States Treasury Bills, amounting to 
$127,455,000 was sold at a discount rate of 1.75 
per cent, the lowest at which the government 
has ever borrowed publicly. The previous 
offering, in October, amounting to $102,525,- 
000, brought a rate of 1.85 per cent. 

Commercial paper is being sold in the New 
York market on a 3 per cent basis, with some 
extra good names of nationally known con- 
cerns bearing only 234 per cent. In line with 
the tendency toward bringing interest rates on 
time deposits into better relation with the 
yields, discussed in this Letter last month, 
the principal banks in Birmingham have an- 
nounced a reduction in maximum rates on 
time deposits from 4 to 3 per cent while New 
Orleans banks have reduced their rates from 
3% to 3 per cent. 


Member Bank Condition 


Unsecured loans of the weekly reporting 
member banks, usually considered representa- 
tive of commercial borrowing, increased by 
$279,000,000 in the four weeks ended Novem- 
ber 19 and since the end of September have 
increased by $401,000,000. They are more than 
$1,000,000,000 below their peak of $9,871,000,- 
000 reached on November 20, 1929, but only 
$141,000,000 below the figure of November 21, 
1928. The moderate expansion noted in com- 
mercial loans has been more than offset by a 
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sharp decline in secured loans, amounting to 
$645,000,000 since October 1 and reducing that 
account to $7,838,000,000, which is $153,000,000 
below that of the corresponding date a year 
ago. 

Against the net decrease shown by secured 
and other loans combined, there has been a 
further increase in holdings of investments, 
amounting to $137,000,000 in the four weeks 
ended November 19 and accounted for chiefly 
by purchases of bonds other than those of the 
government. Since the beginning of the cur- 
rent year the investment holdings of the re- 
porting member banks have increased from 
$5,572,000,000 to $6,804,000,000 or by 22 per 
cent, a rate far above that of normal growth, 
but it must be remembered that the tightening 
of credit conditions in the several preceding 
years brought a check to the normal increase 
in investment holdings and then an actual de- 
crease. A considerable part of the increase in 
investments might be explained by resumption 
of the upward movement in savings and time 
deposits which took place this year and has 
now amounted to more than $700,000,000. 

A rise in investment holdings by the banks 
is the naturai sequel to a period of cheap rates 
in the short-term money market and a reduced 
demand for both secured and unsecured accom- 
modation. Bank funds tend to flow wherever 
they can find profitable employment, and if 
released in one quarter will turn up in another. 
During the past year, borrowings from the 
reserve banks have been cut from around 
$1,000,000,000 to the almost irreducible mini- 
mum of $200,000,000, and it is not to be ex- 
pected that any very substantial amount of 
surplus bank funds will be allowed to remain 
idle and earn nothing toward the payment of 
interest on deposits. 

In addition to liquidation of stock market 
loans, curtailed activity in manufacturing and 
trade, lower commodity prices, reduced de- 
mands for currency for payrolls and circula- 
tion, and a balance of gold imports over ex- 
ports amounting to $235,000,000 since January 
1 have all tended to increase bank reserves. 
At the same time, the Federal Reserve banks 
have been an important influence over the past 
year in bringing about easy money by their 
policy of purchasing United States Govern- 
ment securities, the holdings of which were 
increased in the last quarter of 1929 from 
around $135,000,000 to $500,000,000 and are 
now in the neighborhood of $600,000,000. Re- 
serve credit thus put into the market enables 
member banks to pay off their rediscounts and 
then to expand their loans and investments. 


The Question of Secured Loans 


Accompanying the decline in the stock mar- 
ket during October and November, and re- 
flecting to some extent a decreased volume of 
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new security offerings, brokers’ loans have de- 
clined from $3,222,000,000 to $2,122,000,000, the 
lowest figure since 1925. As compared with 
the high point of $6,804,000,000, the reduction 
has been $4,682,000,000 or 69 per cent. 

Notwithstanding this drastic liquidation, 
confusion still appears to exist in the minds 
of many over the fact that collateral loans of 
the member banks are nearly as high as they 
were a year ago. This confusion apparently 
results from failure to take into account the 
enormous decrease in the volume of funds 
attracted last year to the call market by high 
interest rates and placed directly with brokers 
by lenders other than banks. On October 4, 
1929, this item reached $6,660,000,000, but 
since then the lower interest rates have re- 
sulted in the withdrawal of more than $6,000,- 
000,000, a part of which had to be taken over 
by the banks. 

The Federal Reserve Bulletin for November 
carries a tabulation of total reported security 
loans embracing those supplied by all member 
banks and by outsiders as well, for the period 
from October 3, 1928, to September 24, 1930, 
which we are reprinting below in condensed 
form. 

Total Reported Security Loans 
(In Millions of Dollars) 


All Bank 
Bank Bank Se- Non-Bank 
Loans to Loansto curity Loansto Grand 


Date Others Brokers Loans Brokers Total 

1928—Oct. 3 $6,070 $2,749 $ 8,819 $3,610 $12,429 

Dec, 31 6,642 3,531 10,172 3,890 14,062 

1929—Mar. 27 6,800 2,893 9,693 4,920 14,613 

June 29 7,148 2,946 10,094 5,050 15,144 

Oct. 4 7,490 2,824 10,314 6,660 16,974 

Dec. 31 8,042 2,463 10,505 2,330 12,835 

1930—Mar, 27 7,284 $3,050 10,334 2,810 12,644 

June 30 7,472 3,183 10,655 1,360 12,015 

Sept. 24 7,265 3,246 10,511 1,010 11,521 

Nov. 19* 17,550 2,250 9,800 650 10,450 
*Estimated. 


Because of the further decline that has oc- 
curred in secured loans since the last call date, 
estimated figures have been added to the tabu- 
lation to bring it down to the latest date for 
which weekly figures are available, November 
19, 1930. Change in total member bank loans 
was estimated from the change in those of the 
weekly reporting member banks, which on 
September 24, constituted about 80 per cent of 
the total; total bank loans to brokers from the 
figures of the brokers’ loans placed by New 
York banks for their own account and for out 
of town banks, which together constituted 77 
per cent of the total; and non-bank loans to 
brokers from the weekly figures for “Others” 
which constituted 71 per cent. The estimates 
given were found to check fairly closely with 
the actual figures of the New York City banks, 
whose secured loans to brokers and others are 
reported weekly and represent over 34 per 
cent of the total for all member banks. 


























Total Reported Security Loans in Billions of Dollars 
(Nov. 19, 1930 figures estimated) 


The above diagram shows the substantial 
decrease that has occurred in total reported 
security loans, which were $16,974,000,000 on 
October 4, 1929 and $11,521,000,000 on Septem- 
ber 24, 1930, representing a reduction of $5,453,- 
000,000 or 32 per cent in one year. Since then 
there has been a further reduction in the 
neighborhood of $1,000,000,000, bringing the 
total down to around $10,500,000,000 and the 
aggregate reduction to $6,500,000,000 or 38 per 
cent. This is not as large a percentage decline 
as has occurred in common stock price aver- 
ages, but a considerable portion of the security 
loan account of the banking system as a whole 
is against bonds and preferred stocks, and 
never fluctuates as widely as the loans directly 
associated with the speculative markets. 


The distribution of loans on the diagram 
reveals what a large portion of the specula- 
tive boom was financed by funds withdrawn 
during 1929 from the banking system and 
loaned directly to brokers. 


Bank Failures 


Reference has already been made to the dis- 
turbing feature in the banking situation during 
the past month created by the large number 
of failures among country and some city banks, 
located principally in the South and Middle 
West. Total number of bank suspensions in 
1930 has been greater in numbers and in de- 
posits than in any other year, although in 
relation to the total number and deposits of 
banks in operation it is much smaller than in 


such years as 1893-94 or 1907-08. 


Following is the record of bank suspensions 
from 1921 up to October 31, 1930 as reported 
by the Federal Reserve Board, showing the 
division of closed banks as between members 
and non-members of the system. In Novem- 
ber, approximately 160 banks suspended, some 
of which have since reopened, but details as 
to membership and deposits are not at this 
writing available. 
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Bank Suspensions, 1921-1930 


Number of Suspensions Deposits in Millions 
Member Non- Member Non- 


Year Total Banksmembers Total Banks members 
1921 501 70 431 $196 $43 $154 
1922 354 57 297 111 24 86 
1923 648 124 624 189 61 138 
1924 776 159 617 213 74 139 
1925 612 146 466 173 67 106 
1926 956 160 796 272 69 204 
1927 662 124 538 194 66 128 
1928 491 73 418 139 42 96 
1929 642 81 561 234 57 177 
1930* 740 100 640 312 73 240 
Total 6,382 1,094 5,288 $2,034 $566 $1,468 





*Ten months to October 31; subject to revision. 


While bank failures have been more numer- 
ous this year than in previous years, a fairly 
large number has occurred every year as far 
back as the records go and, as in other lines 
of business, is the natural process by which the 
weaker units are forced to liquidate or to merge 
with stronger institutions. More than 80 per 
cent of the banks that have failed during the 
past ten years were not members of the Federal 
Reserve System and thus neither subject to its 
restrictions and examinations nor in a position 
to use its rediscount facilities. The deposits 
of member and non-member banks that sus- 
pended are in about the same proportion. In 
the nine-year period 1921-1929, 3,514 of the 
5,642 failed banks, or 62 per cent, had a capital 
of $25,000 or less, and 3,411 or 60 per cent were 
located in towns of less than 1,000 population. 


The Bond Market 


The action of the bond market during No- 
vember has been closely parallel to that of the 
stock market. During the first half of the 
month a state of general weakness prevailed, 
with many issues falling to new low levels for 
the year. During the past two weeks, how- 
ever, the bond market has displayed a firmer 
tone in sympathy with the generally better 
stock market. The volume of new financing 
has followed a similar course. During the 
first two weeks of November, new issues 
were greatly restricted by the general market 
weakness, but have shown a tendency to 
increase with the improvement in sentiment 
since the middle of the month. Total bond 
flotations through November 27th were $218,- 
000,000, compared with an October total of 
$405,000,000. Not only hasthe November vol- 
ume of new financing been smaller than for 
any previous month this year, but it has also 
been limited very largely.to municipal and 
public utility issues, which together have ac- 
counted for approximately 90 per cent of the 
total. 

Although prices have recovered somewhat 
from the extreme lows of early November, the 
demand for bonds has continued sluggish. In- 
surance companies, savings banks, and other 
large institutional investors have shown a 
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particularly conservative attitude in recent 
weeks, restricting their purchases very largely 
to new issues and other outstanding bargains 
that have appeared from time to time. Al- 
though this wholesale withdrawal of large 
buyers is of course only a temporary phe- 
nomenon, it has, for the time being, removed 
most of the snap from the market. 

An outstanding case of price weakness has 
bedn afforded by the German Government 
5%4’s of 1965. These bonds, which were issued 
last June at 90, have been sagging steadily 
throughout the Fall, recently reaching a low of 
68%, and since recovering to 72. At the latter 
figure they show a yield to maturity of 7.86 
per cent. To a large extent the weakness in 
this issue must be ascribed to popular fears 
regarding the political and economic outlook 
in Germany, and the recent discussion of a 
moratorium for reparations payments. As we 
have indicated in earlier paragraphs, there 
apparently has been a widespread failure to 
realize that the proposed moratorium would 
involve only the postponable portion of the 
Young Plan annuities and would have no 
bearing whatsoever on the German Govern- 
mental issues now outstanding in the hands of 
foreign investors. Despite numerous state- 
ments to this effect by financial leaders both 
here and abroad, popular misconception of the 
situation has continued to exert a depressing 
influence upon the market for German issues. 
Another possible cause of weakness in these 
bonds has been the forced liquidation by in- 
terior banks in this country which have been 
involved in the recent epidemic of banking 
suspensions, 

The relative weakness of foreign dollar 
bonds in general as compared with domestic 
issues is shown in the chart below. An index 
of 10 representative long-term foreign govern- 
ment bonds has been constructed, showing 
price fluctuations over the past three years. 
For domestic issues, two indexes are used; 
one shows the movements of a long-term 
United States Treasury bond, and the other 
is the Standard Statistics index of 10 high- 
grade industrial issues. 
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Foreign and Domestic Bond Prices 1928-1930 


Throughout the period from the Spring of 
1928 to the Fall of 1929, while interest rates 
were rising in all parts of the world, all three 
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indexes show gradual and approximately 
similar declines. During the current year, 
however, the movements have shown a marked 
divergence. United States Government issues, 
for which the risk factor may be considered 
practically negligible, have moved steadily 
upward, as short-term interest rates have de- 
clined. In the case of industrial and foreign 
government issues, however, the risk factor, 
whether real or imaginary, has generally been 
sufficient to offset the beneficial effect of fall- 
ing interest rates. Despite advances earlier 
in the year, the industrial bond index is now 
slightly below the low point of 1929, while 
the foreign bond index shows an appreciable 
net loss for the past year. A worldwide 
business recession, accompanied by declining 
industrial earnings, and political and economic 
unsettlement in many countries, has caused a 
general loss of public confidence in all securi- 
ties save those of the very highest grade. 
When signs of business recovery and return- 
ing economic stability become manifest, a 
general revival of confidence, accompanied by 
an upward movement of security values, both 
stocks and bonds, is almost as certain as the 
procession of the seasons. 


The Railroads and Motive Power 


In times of business depression, such as the 
present, when the world is burdened with sur- 
plus stocks of commodities and productive 
capacity in so many industries appears to have 
been overbuilt, it may seem difficult to find 
places where there is any immediate need of 
new capital for expansion of facilities. The 
railroads, for example, which represent the 
largest single industry in the United States, 
are thought of by many people as an organiza- 
tion whose building has now been completed, 
whose growth in volume of business has 
slowed down and whose requirements for ad- 
ditional capital in the future are therefore 
negligible. Such a conclusion is common with 
those who are accustomed to regard the in- 
dustrial organization as something that has 
become fixed and perfected, and henceforth 
could be just as well operated by a govern- 
ment bureau as by private management, with 
a huge saving in executive salaries and divi- 
dend charges. The mistake in this reasoning, 
however, which is made even by men who 
have had wide experience in other lines of 
business, is that the condition of the railroads 
is not static but constantly changing, as it 
must to meet the new traffic demands as they 
arise and to take advantage of improvements 
in rolling stock and in operating technique that 
are developed within the industry itself. 

It is not enough that an industrial plant and 
equipment be kept in a good state of repair. 
If the integrity of the plant is to be main- 
tained, it is necessary, in the course of time, 





that modern machinery be substituted for that 
which has become obsolete, even though the 
latter may still be as efficient as it was when 
originally installed. 

The burden of financing capital expenditures 
has been made somewhat more serious by the 
sharp decline in net operating income that 
occurred this year as a result of the substan- 
tial falling off in traffic against a level of oper- 
ating and overhead expenses that is relatively 
fixed, and was kept high during the Spring 
and early Summer in an effort to aid in the 
recovery of general business. In the following 
table may be seen the progressive widening of 
the spread between this year and last in 
freight car loadings and gross revenues. Net 
operating income from January to August ran 
from 28 to 37 per cent below the same months 
last year, but September and October (pre- 
liminary) were 22 and 26 per cent below. 


Operations of Class | Railways, January to October 
1930 and Percentage of Change From 1929 


(000’s omitted) 
Net 











Freight Car Percent Gross Percent Operating Pereent 

Month Loadings* Change Revenues Change income Change 
January ...... 887 —63 $451,199 — 7.4 $55,474 —28.1 
February .~.. 876 — 7.0 427,941 —10.1 59,452 —29.8 
March ............ — 82 452,717 —125 61,074 —387.4 
April 912 —84 451,203 —12.3 62,272 —33.9 
May .......... 914 —13.0 463,130 —14.0 69,174 —83.2 
June 930 —11.6 444,848 —16.5 68,883 —34.9 
July 895 —13.8 457,025 —18.2 82,750 -—33.2 
August .... 9388 —16.0 466,370 —20.6 95,604 —32.5 
September... 931 —18.0 467,469 -—21.2 104,078 —22.5 
October ........1954 —184 481,000 —20.5 113,000 —26.9 





“Average weekly, 

tPartly estimated. 

The improvement in net operating income 
for September and October was partly brought 
about through a reduction in expenditures for 
maintenance of way, maintenance of equip- 
ment and transportation expense and is partly 
due to the fact that the comparison is made 
against a period when railroad revenues were 
on a declining basis. It is expected that the 
monthly comparisons for the balance of the 
year will show further improvement, but for 
the full year it is not likely that the rate of 
return on total railway property investment 
will be much in excess of 4 per cent, which is 
considerably below the rate of return for indus- 
try generally and even below the 5% per cent 
now fixed as the fair return for the railroads 
according to the Transportation Act. Under 
this Act, the Interstate Commerce Commission 
is authorized to determine what constitutes a 
fair return, giving due consideration to the 
transportation needs of the country. The fair 
return was fixed as 6 per cent during the first 
two years after March 1, 1920, when the 
Transportation Act took effect. At the time 
of the general decrease in rates in 1922, the 
fair return was fixed at 534 per cent, which 
rate has prevailed since that time. In no year 
since the Act was passed in 1920 have the 
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railroads as a whole earned the so-called fair 
rate of return. 


In addition to the decline in revenues result- 
ing from the recession in general business 
activity during 1930, the railroads have lost 
an increasing volume of passenger, freight 
and mail traffic during recent years to auto- 
mobiles, trucks, buses, and aircraft, also to 
barge lines on waterways, improved at gov- 
ernment expense, and to pipe lines for crude 
oil, gasoline and natural gas, the latter cutting 
into their coal traffic. On the other hand, 
many of their new capital expenditures for 
elimination of grade crossings, new stations, 
electrification, etc., are unproductive—that is, 
they will not directly contribute any gain in 
revenues. New motive power, however, is an 
exception in that it is the source of all oper- 
ating activity of the railroads and offers a 
field of great opportunity for better service at 
lower costs. The margin between total rail- 
road operating revenues and expenses is very 
narrow, and any possible reduction of the 
latter merits careful consideration because of 
its magnified effect on the net profits account. 


Improvement in Railroad Efficiency 


A marked change has taken place in the 
standard of locomotives during the past few 
years, coincident with the striking improve- 
ments accomplished in train operation. Even 
as compared with 1923, considered a good nor- 
mal year, the average loading of a freight car 
was increased from 25.2 tons to 26.9 tons in 
1929 or by 6.7 per cent, and the average daily 
movement from 27.8 to 32.4 miles or by 16.2 
per cent. Average net tons per freight train 
was increased from 632 to 804 tons, or by 27.2 
per cent, and average freight train speed from 
10.9 to 13.2 miles per hour, or by 21.5 per cent. 
There resulted an increase in net ton miles 
per train hour of 53 per cent, as compared 
with six years before, when it had been con- 
sidered that railroad efficiency was at a high 
level. Future gains in this direction, how- 
ever, probably will be at a lower rate, because 
the present day demands of shippers for fast 
service tend to cut down the load per car as 
well as the number of cars that can be 
assembled for each train. 

Locomotive design has made corresponding 
progress during the period since 1918. Typical 
tractive power of locomotives has been in- 
creased from around 60,000 pounds to 70,000 
pounds and steam pressure from 200-210 
pounds per square inch to 250 pounds. At the 
same time, steam consumption has been de- 
creased from 20.5 pounds per horse-power 
hour to 18.5 pounds, and coal consumption 
from 120 pounds per hour per square foot of 
grate surface to 100 pounds or less. It is only 
in the past ten years that the feed water 
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heater, the automatic stoker and the one-piece 
cast steel frame (which takes the place of 35 
major, and 250 total parts) have come into 
general use. 

In the first chart that follows are shown the 
number of new locomotives purchased by all 
the public service steam railroads of the United 
States from 1901 to 1929, also the number 
scrapped annually and the resulting net an- 
nual increase or decrease in the inventory of 
locomotives on hand. Probably the outstand- 
ing feature is the wide fluctuation in amount 
of purchases from one year to another. Fre- 
quently the purchases in one year are only 
one-half, or even one-third, those of the year 
immediately preceding or following. This 
irregular buying habit is by no means new, 
but has prevailed ever since the founding of 
the locomotive industry in this country just 
a century ago. It is unfortunate and some- 
what strange that the purchase of such an 
important item as motive power should follow 
such an erratic course, for it imposes severe 
burdens on the locomotive builders in handling 
peak demands one year and in keeping their 
highly trained organizations intact when busi- 
ness falls off sharply the next. This, of course, 
results in higher costs to the railroads than 
if a regular program of replenishing equip- 
ment were followed. But from the railroads’ 
standpoint, the most disadvantageous conse- 
quence of irregular acquisition is that it pre- 
vents the railroads from getting the beneficial 
results from each increment in the advance 
of the locomotive art. As a by-product of this, 
the locomotive inventory becomes clogged 
with an unduly large number of locomotives 
of the design of one period, and the procure- 
ment of more efficient locomotives a few years 
later is effectively prevented. 


NUMBER OF LOCOMOTIVES BUILT, SCRAPPED, AND NET CHANGE 
OOTS = NET CHANGE 
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A second feature of the chart is the decrease 
shown in volume of purchases during recent 
years. In the five-year period, 1905-1909, new 
purchases averaged 3,991 locomotives annu- 
ally; in 1910-1914 the average decreased to 
3,259, in 1915-1919 to 2,178, in 1920-1924 to 
1,670, and in 1925-1929 to only 892. Since 1924 
the scrapping of old locomotives has exceeded 
the purchase of new, so that the inventory has 
shown a constant decline. 


In the lower chart is shown the total inven- 
tory of locomotives during the period 1901- 
1929, and also the number that are ten years 
old or less, this being regarded as the dividing 
line between modern and old locomotives. 
The constant increase in size and improve- 
ments in design are such that a locomotive 
more than ten years old becomes less economic 
to maintain and operate, even though it has 
been kept at as high mechanical efficiency 
as when originally built. At the end of 1910 
approximately 60 per cent of the locomotives 
then in service were under ten years of age; 
in 1915 this ratio had declined to 50 per cent, 
in 1920 to 39 per cent, in 1925 to 28 per cent, 
and in 1929 to only 21 per cent. The dotted 
line on the lower chart, to which the figures 
on the left also apply, shows the decline in 
this percentage ratio. 

At the end of 1929 there were approximately 
61,000 locomotives in service on the railroads 
(including about 600 electric and 100 internal 
combustion) of which only 12,812 or 21 per 
cent had been built within the previous ten 
years, and only 40,000 or 65 per cent within the 
past twenty years. In other words, 35 per 
cent, or more than one-third of the motive 
power on American railroads, is more than 
twenty years old. 

The figures on locomotives built, quoted and 
used in the charts, are taken from those pub- 
lished in the annual numbers of the “Railway 
Age,” after a carefully estimated reduction to 
exclude all Canadian railroad locomotives and 
domestic industrial locomotives. The same re- 
sults may be secured by comparing the public- 
ly reported number of locomotives ordered 
annually by individual roads with their inven- 
tory of locomotives as given in the annual 
Statistics of Railways issued by the Interstate 
Commerce Commission. On December 31, 
1928, the 171 Class I roads (which constitute 
approximately 95 per cent of the total mileage 
of all public service steam railroads) had 
59,432 steam locomotives in service, of which 
only 10,941 or 18.4 per cent were ten years 
old or less, and 29,191 or 49.1 per cent were 
twenty years old or less. Only 3,920 or 6.6 
per cent had been ordered in the five years 
1925-1929. Eighteen of the largest railroads, 
having over 1,000 locomotives each, had a 
total of 33,925 locomotives of which 6,618 or 


20 per cent had been ordered in the past ten 
years, while the percentage for individual rail- 
roads ranged from a low of 11 per cent to a 
high of 30 per cent. 


Rates of Depreciation 


At the rate of building in the years 1925- 
1929, averaging 892 locomotives annually, it 
would take 67 years to turn over the inven- 
tory! No less than thirty-five Class I 
Railroads, excluding those having less than 
50 locomotives, did not report the order of a 
single new locomotive during the five years, 
1925-1929. It is doubtful whether there could 
be found anywhere a major industry which is 
using prime movers of such age. One of the 
largest automobile organizations has a policy 
of writing off its machinery at the rate of 20 
per cent annually, so that it is completely 
charged off at the end of five years. One can 
hardly imagine an automobile manufacturer 
using a plant and machinery as it existed in 
1915, trying to compete with other manufac- 
turers in the year 1930. One of the leading 
publishers of trade journals made a survey of 
all metal working machinery in the United 
States and found that 56 per cent of it was 
ten years old or less. In the case of loco- 
motives, however, the weighted average rate 
of depreciation charged by all roads in 1928 
was only 3.2 per cent, which would require 
thirty-one years for replacement. One of 
the Class I railroads charged only 1.0 per 
cent, and thirty-seven roads were under 3.0 
per cent; ninety-two charged 3.0 to 4.0 per 
cent, inclusive, and only twelve charged over 
4.0 per cent. 

The manner in which the railroads allowed 
their motive power to get into this condition 
is really not surprising but readily explained, 
and something for which they are not entirely 
to blame. When an industry is expanding, the 
normal purchase of additional equipment to 
take care of growth tends automatically to 
maintain a high ratio of modern equipment to 
the total. Since 1910, however, there was 
comparatively little new railroad mileage con- 
structed. During the period of growth the 
matter of rotation or replacement did not 
need to receive and did not receive conscious 
and direct attention. But after growth 
ceased it was necessary for rotation to become 
a definite operating policy if the integrity of 
the inventory was to be maintained. This 
the railroads failed to provide, and thus it is 
that we find the condition of progressive 
obsolescence existent today. 

Some of the older locomotives that had out- 
grown their usefulness for main-line service 
were relegated to branch lines, but disposal by 
this means cannot continue indefinitely for the 
reason that the large locomotives being built 
today could never be operated economically on 
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small branch lines, even if the grades, curva- 
tures, bridges, etc., were reconstructed so as 
to make it physically possible. Moreover, 
styles in locomotives change, and most of 
those being built today are specialized for 
operation on particular divisions and perform- 
ing particular kinds of service. Not being 
adapted to other types of work, the only way 
a railroad can get back the purchase price is 
to run them continuously and wear them out 
as rapidly as possible, before they become ob- 
solete in design and unfitted to the new de- 
mands of traffic. The foregoing figures based 
on number of units somewhat exaggerate the 
situation, in that they do not allow for the 
larger tractive power of the locomotives pur- 
chased in recent years as compared with the 
smaller engines retired, nor do they take ac- 
count of the major repairs and rebuilding of 
locomotives that is done by railroads in their 
own shops. The important point, however, is 
that by keeping such a large number of old 
engines in service, the railroads do not obtain 
the full advantages of improvements that are 
made in design and efficiency, and the expense 
of maintenance is much greater than it would 
be if new engines were used. 


A New Financing Plan 


Unfortunately many railroads are not in a 
position to substitute modern power, chiefly 
for two reasons, (1) They are carrying large 
numbers of old locomotives on their balance 
sheets. against which inadequate depreciation 
has been charged, and if these were now re- 
tired the valuations at which they are carried, 
including heavy repair and rebuilding ex- 
penses, which have been capitalized would all 
have to be charged against current operating 
expenses or as a special charge against surplus, 
neither of which is desirable from the stand- 
point of published stockholders’ reports or the 
maintenance of dividends. (2) The finances 
of many roads are not such as to enable them 
to purchase new locomotives, even through the 
sale of equipment trust certificates by which 
they raise 75 per cent of the cost and supply 
the remaining 25 per cent equity themselves. 

After an extensive study of this problem a 
new plan of financing equipment has been 
worked out and is being discussed in railroad 
circles, providing for the leasing of new loco- 
motives by the manufacturers to the railroads 
on a fifteen-year basis. Payment would be 
made by the railroads in equal semi-annual 
installments totaling the cost of the new loco- 
motives, plus interest on the unpaid balance at 
a rate determined by the rate on which the 
road could borrow 73. per cent of the principal 
on its own equipment trust certificates and the 
cost of working capital to the railroad for the 
25 per cent belance. At the end of the fifteen- 
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year lease period, title to the locomotives 
would pass to the railroad. 

As a part of the plan, it is designed that a 
finance company would be organized to ac- 
quire the lease contracts, and against them as 
security to issue from time to time its own 
obligations for sale to the public, using the 
proceeds for reimbursement of the manufac- 
turer in a manner similar to that in which 
automobiles are financed on the time-payment 
plan. 

If such an arrangement could be worked out 
on a basis satisfactory to all concerned, it 
would immediately give the railroads the bene- 
fit of more modern motive power without hav- 
ing the burden of financing the same as a 
capital expenditure; while their obsolete loco- 
motives could be kept in “white lead” (i. e., 
storage, with running parts covered with 
white lead to prevent rust) for use in the event 
of unusual demands, until such time as they 
have been completely charged off the balance 
sheet. Under such a plan, activity in the loco- 
motive building industry would be restored in 
the direction of normal, which on a 25-year 
replacement basis would mean approximately 
1800 new engines per year on the assumption 
that 45,000 engines, properly distributed, would 
be a sufficient inventory, as compared with the 
average of 892 in 1924-1929, and it is likely 
that the fluctuations in activity witnessed 
heretofore would be greatly diminished. Most 
important of all, however, is the substantial 
saving that more modern power units promise 
in net operating income. 


Reducing Costs of Repairs 


The original cost of all motive power on 
Class I railroads is estimated at about $2,000,- 
000,000, and the replacement cost at today’s 
prices for today’s design and construction at 
about $2,500,000,000, measured in terms of ca- 
pacity rather than numbers. The operating 
cost incurred in the use of this motive power, 
including fuel, supplies, labor of enginemen 
and round-home mechanics, depreciation and 
interest amounts, according to the Interstate 
Commerce Commission reports, to about $1,- 
500,000,000 per year, or 75 per cent of the 
original cost. The largest single item is re- 
pairs, which averaged $435,000,000 in the three 
years 1926 to 1928, while charges for depre- 
ciation and retirement averaged about $60,- 
000,000. For every dollar provided for the 
purchase of new locomotives, therefore, seven 
dollars were expended on repairs. The re- 
pair bill of $435,000,000 each year represents 
more than 20 per cent of the original cost of 
all locomotives, and is much higher relatively 
for the old than for the modern locomotives, 
which make up only one-fifth of the total in 
numbers. Addition of a larger number of 
modern locomotives annually would require 
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more capital funds but such procedure should 
reduce the total repair expense by a greater 
amount, in addition to which there would be 
the benefit of greater tractive power, higher 
speeds and fewer engine failures en route. 
The marked improvement in traffic records 
achieved by the railroads during the past 
ten years have been brought about through 
operating efficiency, in spite of the fact that 
the standard of their motive power as a 
whole was far below that of the most modern 
units, and it is significant that their in- 
come account has not shown commensurate 
improvement. The present situation is one 
that deserves the most careful consideration 
on the part of the directors of American rail- 
roads. There is a natural tendency in corpo- 
rate management to deliberate at length over 
any proposed capital expenditure, however 
small, yet to approve without question a large 
maintenance item in the budget merely be- 
cause it always appears and is assumed to be 
necessary. In some cases this is false economy. 


Profits in the Equipment Industry 


The irregular trend of equipment buying has 
resulted in extreme fluctuations in the activity 
and profits of the manufacturers, as may be 
seen from the record of net profits (or deficits) 
after all charges and taxes, but before divi- 
dends of the three leading manufacturers of 
locomotives during the past ten years: 

Net Profits (or Deficits) of Locomotive Builders 


Available for Dividends 
(In Thousands of Dollars) 


American Baldwin Lima 
Year Loco.Co. Loco.Works  Loco.Co. 
$5,084 $5,044 $1,137 
1,100 5,207 148 
12,377 6,516 2,403 
6,650 1,320 1,500 
D—843 197 D—844 
8,016 5,884 1,705 
6,931 2,442 D—191 
4,171 332 D—112 
6,851 2,300 502 
*4,256 *3,086 *369 





D—Deficit. 
*—Partly estimated. 


The showing for the industry as a whole 
is less uneven, for the reason that it includes 
companies that, in addition to manufacturing 
new equipment, have a steady demand for 
replacement of brake shoes and other parts 
and do considerable repair and rebuilding 
work for the railroads, and foundry and 
machine shop work for outsiders, also those 
that operate tank cars, and Pullman, Inc., a 
leading manufacturer of coaches, sleeping, 
dining and club cars which derives a large 
share of its income from the lease of this 
equipment. Following is a summary of the 
published reports of thirty representative 
companies showing the combined net profits 
annually and the percentage rate of return 


on capital and surplus at the beginning of each 
year. In order to make the data strictly com- 
parable, the figures prior to 1927 are partially 
estimated in the case of certain companies 
whose record of published reports is not 
complete but whose combined net worth 
constitutes less than 4 per cent of the total. 


Thirty Railway Equipment Companies 
Net Profits, in Thousands of Dollars, and Rate of 
Return on Capital and Surplus 


Cap.&Surp. Net Profits Rate of 


Fiscal 














Year Jan.1 for Year Return % 
OBA. - nncsccsssenosscceves MORNGAS $33,083 4.3 
1922 . » 682,907 36,946 5.4 
1923 721,151 $2,128 i1.4 
741,822 57,485 7.7 
752,041 61,248 6.8 
786,577 69,897 8.9 
839,128 64,458 A 
954,778 63,252 5.6 
-- 958,169 72,293 1.6 
| Paso 996,762 *65,000 6.4 
AVETAZCS cecesocovere $812,225 $58,579 1.2 


*Partly estimated. 


Costs from Producer to Consumer 


The purchase of the Oil Well Supply Cor- 
poration by a subsidiary of the United States 
Steel Corporation illustrates the tendency to 
more complete organization in industry for 
the purpose of carrying on the production and 
distribution of goods under practically con- 
tinuous management, all the way from the 
production of raw materials to the delivery of 
finished goods to the ultimate purchasers. The 
Oil Well Supply Corporation is an established 
and important company in its field, consuming 
large quantities of steel, which heretofore it 
has bought in the open market. The United 
States Steel Corporation has secured this out- 
let to itself. Doubtless its competitors are 
looking after or already have other outlets 
that will assure them a share in this class of 
consumption. Competition takes different 
forms, but does not cease. 

Both the United States Steel Corporation 
and the Bethlehem Steel Corporation have 
shipbuilding plants which they have owned for 
years, acquired for the same purpose. The 
object in having such subsidiaries is to provide 
a permanent, dependable, outlet for their mill 
products, thus eliminating selling uncertain- 
ties and costs and securing control, for their 
own protection, of agencies through which 
their products may enter final consumption. 

The samé policy has been pursued by the 
Anaconda Copper Company in purchasing the 
American Brass Company and other com- 
panies which have an established business in 
the manufacture of copper and brass goods. 
Phelps, Dodge & Company, and other large 
producers of copper, have adopted the same 
policy. A continuous channel is wanted all the 
way from the mine to the dealer in finished 
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goods, with a complete coordination of opera- 
tions in the production of raw material and 
manufacture into final forms, with as little op- 
portunity for confusion, uncertainty, conflict- 
ing interests, lost motion, and waste effort, as 
possible. Furthermore, these producing com- 
panies have research departments looking for 
new uses for copper. Rubber producers are 
doing the same, in England making progress 
in the introduction of rubber blocks for paving. 

For years an increasing number of shoe 
manufacturers have maintained their own re- 
tail stores, for the same reason which actuates 
the steel and copper companies in establishing 
their own outlets. In Great Britain one large 
company operating cattle ranches and slaught- 
ering establishments in Australia and Argen- 
tina conducts a system of retail markets, num- 
bering several thousands. In this country, 
under the “consent decree” obtained by the 
Department of Justice against the five leading 
meat-packing companies, the latter are en- 
joined from operating retail establishments, 
although there are chain store companies 
which operate slaughtering establishments 
without hindrance. This situation manifestly 
is illogical and unfair. The American Na- 
tional Live Stock Association, the principal 
organization of the live stock industry has 
passed resolutions condemning the policy of 
the Department of Justice in this case. Their 
resolutions are based upon the belief that the 
retail prices of meat are not as responsive to 
market prices of live stock as they would be 
if the packing industry had the right to have 
its own retail outlets. In a time of abundant 
supplies of live stock and falling prices, the 
natural relief is by lower prices for meats, 
which would encourage consumption, but ex- 
perience has shown (notably in the last six 
months) that the retailer is slow to act, with 
the result that consumption does not have the 
prompt stimulation of lower prices, while live 
stock markets are congested, and prices there 
fall lower and lower. The packers, who are 
under the necessity of operating continuously, 
although with their cellars full of meat, would 
have an immediate interest in increasing con- 
sumption. 

These examples are characteristic of the 
study being made constantly of the problem 
of getting goods to consumers in the simplest 
manner and at the lowest costs. There is a 
foolish idea in some quarters that the business 
community is bent upon moving goods by the 
most circuitous routes in order to pile up the 
charges on them. In fact the study in every 
business office is to reduce costs, and as costs 
are reduced selling prices inevitably follow. 
The dealers who carelessly tolerate unproduc- 
tive costs will soon find that they cannot be 
passed on to the public. A surprising state- 


ment has been recently attributed to a member 
of the Federal Farm Board, to the effect that 
all commissions paid by speculators on the 
grain exchanges are ultimately at the expense 
of either producers or consumers. This would 
imply that the speculators never suffer losses, 
which is quite contrary to their experience. 


Development of Integration 


Integration develops from both ends and the 
middle. Larger consumers of steel, notably 
the Ford Motor Company and the Interna- 
tional Harvester Company, now have facilities 
of their own for supplying at least an impor- 
tant part of their requirements of steel from 
their own resources. 


Many merchandising companies, both whole- 
sale and retail, including mail order houses 
and chain stores, have experimented with this 
policy of producing their goods from raw 
materials to finished goods, and it is impor- 
tant to observe that the results are by no 
means uniform. Some of the trials have been . 
successful and some have been abandoned. 
There are advantages in specialization and 
independent management in production. A 
comparatively small organization, well man- 
aged and concentrating upon one object, may 
be more efficient than a department of a much 
larger concern. And so an alert merchant who 
has the whole field to choose from, and bar- 
gain with, may get his goods more cheaply 
than by running a factory himself. In some 
lines of business integration may be advan- 
tageous, in others not, or at least that seems 
to be the result to this time, although perhaps 
it would be more accurate to say that under 
some managements it is successful and under 
other managements not. At last, the outcome 
of all undertakings is mainly dependent upon 
the management. 


The one thing certain is that the two sys- 
tems, and endless variations of them, are being 
tried out against each other, with no lack of 
initiative, ability, experience and capital on 
either side, and that the competition is cease- 
less, unrelenting and as inevitable as the 
struggle of men for distinction and leadership’ 
in every line open to free rivalry. The people 
who talk about competition as having come 
to an end, simply know nothing about it. 
There is more to competition than mere 
rivalry; the ultimate aim and result of all 
intelligent business should be to afford a 
rising scale of living to the population, and 
so long as research continues, science advances 
and new ideas are born to men, there will be 
competition between the new and the old, 
with resulting benefits to all the people. This 
is the economic meaning of “the survival of the 
fittest.” 
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dividuals in Minneapolis and in all that time 
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